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, Threatened *by competitive diversification and 'by 
increasing costs^ the United States Postal Service has^investigate'd . 
two potential cost reducing systems; '(1) a mitrosystem which would 
provide electronic facsimile ^ransm^ission between major markets and 
(2) a fiacrosystem >hich could take digital input such as uto^lity 
bills and deliver a hardcopy to receivers anywhere^ in the country* 
The first system would be most- appropriate for business-tp*busi'ne^s 
deliveries^ but tlie most lucrative pcfrtion iDf 'this market will 
'probably be captured by independent competitors* The^econd system 
^requires a massive capital investment^ and it wo>ild probably s^ill 
require hand*earried deliveries^ the most expensive component ot mail 
handling* If customers are willing to accept electronic output^ 
impressive economies of scale can be obtained through the use of 
electronic system^* (BHH) i 
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\ ' ' ^ IdW.T'OmWS.T.DNO* POLICY 

\^ . , -' REMARKS jQF JOHM F . MCIAUGHLIM / . • 
ELECTROMLC MAIL: DEFIMING A ROLE FOR THE S. POSTAL SERVICE 



Before launching into a discuspion of the futur^role 

' • . - ■ / 3 

of the Postal Service, vis-a-vis electironic mail, let me 

stress that my remarKs do not constitute an "official" pcsition* 

of the Postal-Service. As Director of Strategic Planning, one 

of jfty critical functions' is' to enoourage speculation about' 

future ,^velopments which represent threats and opportunities' 

for VSPS. Electronic mail concepts obviously fall within this 

i ■ 

area ar^ we are anxious to {Stimulate useful discussion of the 



subject both within the Postal ^ervice- and without* 

I think that I' have spent /the best part of th^ past week 

redefining my own position on the subject, and I have been l3usy 

rewriting some of that during this morning's discussion. Thus 
^what I have to say today should not be seen as any- kind of " • 

of ficial, stance • " . . \ 

Recently USPS has been deno\Infced on a niimber of occasions 

by a congressman for being "woefully behind in its programs to ^ 

harness new technology for the transmission of infbmation* • * " 

:'f ■ ^ ^ \ . ¥ 

During tiip.^ conference and in previous forums I have been told 

that the;J|*6stal Service has been bypassing great opportunities - 
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in the field of electronic ma^l» Many people withiri and 
without the Postal Servipe argu^i that we^must "do something" 
quickly, or face the likelihood that <^iversipn of i^^ail to 
^ competj-tive telectmvmunications sysjbems will precipitate the ^ 

collapse of the Pdstal Service* 

I believe that we should evaluate these statements 

* ■ * * 

separa^eli^* First, the Postal Service is threatened by 

competitive diversion* Something on the order of 47% of postal 

revenues stem from handling financial transactions* ' Aoother ,S0% 

* * 

comes from processing something which we call correspondence* 

There are a niimber of EPTS scJhemes that would reduce-or eliminate 

the financial transactions handled by the Postal Service* The 

growing availability of cheap broadband communications will 

facilitate the wider economic use of* facsimile, mag tape type*- 

writers and other devices that compete with traditionaSL postal * 

correspondence* Thus at some point in the future, two-thirds 

of postal revenues are subject to diversion* 

^ * Whether this mean n that tho Postal Service can and. should 

leap into electronic transmission of the mails presents another 

set of issues* Let me mlustrate these by recapping some of 

*\ 

the things which the Postail Service has done and what has been 
discussed in terms of futureVclectronic mail concepts* 

ERJC 
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Recent "efforts have been focused on tt/o concepts: 

1. A "micro" system which would provide fast,, 
reliable and consistent service 6'etwecn majoi; 
'mar^:etfe. This Vould be similar to the present 
Mailgram service of f^rod* through Wesjtorn Union, * 
but probably would be a facsimile system,*" 

Such a System probably would offer some type 
of expedited delivoi^y at 'the destinatitin office 
and, like Mdllgram, provide for remote electronic 

i - 

input, posfe2bl5^ through USPS-loasod terminals, 
i This would b(^ a high-priced ' s'prvice aimed at 
a relatively narrow segment of the marketplace- 

2, A "macro'^ system, designed to reduce the • 
relative cost. of sorting and transporting 
a significant portion 6f first; class mail. 
While fluch a system could be structured to 
accommodate individual letters entered through / 
lobby walk-in or word processing pormin^s, 
the primary market would be mass mailjLifgs 

* Buclh as utility bills entering the system In 

digital form. Thid type of system woulxi provide 
faster service for long distS5t:6 njailings anc 
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increased .reliability arid consistency^ 9f 
\. \ delivery. It would not reduce ^igjfiif ica'htly 

the transit time for the majojcjity of the mail, 
that is destindd for local' or nearby^ delivery . 
Botji of these concepts are ^constrained by a traditional 
definition of mail. They utiliee^Hard copy output which is 

I 

made available fo'r customer pick-up ab a po^al facility or 
delivered by a letter carrier (either on an expedited basis or 
as part of the routine daily* delivery , process) . .Henry Geller 
has sucrgostcd that tl>ore are no major legal or policy, questions 
prcvontihg the Postal Service from operating such systems Snd*^ 
we agree, with that analysis. -Qur problem with developing and 
implementing such concepts is one of economics. Let me explain 
bur problems with each system. 

In the ca^ of ^ the micro system, -I will,^ note first that 
facsimilo is a ccntury-cSld bridesmaid. People have described 
it as a threat to. the Post Office or a great opportutiity for 
docaSos. Writing in the Annual Report o £ ^872, Postmaster 

iGoncral Jonathan Creswcll .stated: - ^ 

^ [ • * ^ 

"The probable aimplif ication of the fac-similo 

syotom o£ Cayolli, by which an exact copy of anything^ 

that* can bo drawn or written may be instantaneously 

made to appear at a rlictanco of hundroda of mirGG from • 

c * ... 



the original; and the 'countless other applications 

of elQctricity to the transmission of intelligence 

yet to be made* — must sooner or later interfere 

most seriously with the .transt>ortation af letters 

by the slower means of the post.** ' ^ , 

Obviously the technology has been around for a long time. 

* •* * ■ ' 

The problem has been finding a market, within t^o economics of y 

the t;echnology. We all know^l^at the economics of facsimile 

»3^ro improving* but theYe is still considera^ble question as to 

the future demand for such a service. - ' 

Most of our roGcarch to date suggeots that the most 

pr6raising market for^a facsimile system consists of business*- 

tO"bui:inons' traffic in geographically concentrated areas. But 

if the Poril;al Sej;vice enters this market and develops it, there 

is a marked likelihood that specialised common carriers can 

pick-off the high density market while the Postal Service 

opoi'atcB under continuing procsure from the Postal Rate commission, 

or tho^Congroos to.urti vorsalize the cervico to loss profitable 

arorti;. More importantly, npocializod common carriers would be 

able to provide electronic output on tlie user's premises, thus 

elimint^ting the coc^;, delay and possible uncertainties 6£ having 

> 

a, postal carrier dolivor a final hard copy. 

Perhaps I ^am fjcoing a threat whoro noao exists. A facsimile 
tiyGtcm botwoon major mr*tro )iroas can bo lavinchocll with a , 



relatively small capital investment. Perhaps a national 
systdm operali^d by the Postal Serviee eould provide the 
eeonomies of scale and the wider .aceGSsibility that would 
erea'te a new market for faesimile servieGS . We think that the 

eonelspt is- worth eontinued exploration and we ^are pursuing it. 

/ - 
Any dceision to ii^^plcment sueh a system, howevter, must be 
. . 

based upon better oeonomie justif ieation than is available 

piroscintly, not the availability of the teehnology or the 

■y 

asserted presQneq of a threat. ^ <> ^ - 

Looking at a mnero eoneept, I see similar problems. 
There sooms little doubt that USPS eould develop a system 
to accept large billinga on mng tape, sort and ^transmit the 
data clGCtronieally and print-out the bill at thp destinating' 
post office. Presumably wd could do thp- same with social 
security chocks and othar largo payments. Conceivably we could 

writera or entering the system via Telex — a la Mailgram. 
The technology to do theae thingfs exists # and most authox*ities 
probably v;oul<a agree that there is no major policy issue 
involvod aa long as the final output of the system is a hard 
etopy dolivorcd by a postal letter carrier. 



' \ vie havG not built such a system to date/ howevGr, 
bccausG no one has bGon able to show that 'it m^Tces economic 
sense ^lo do so. ' . ' ■ 

4^ The most optimistic forecasts that I have sqen for a 
macro electronic mail system suggest that we might be able 
to force one-third of our ^otal mail volvune- through it. Taking 
some other optimistic assvunptions., that might transTj^te intot 
a billion dolliurs a year in annual Sjavings. Moro realistically # 
%e probably are ^Milking 'about half a billion. 

1 

Now I do not want^to^ sneer at the prospects of saving a 
billion or-Gven half a billion dollars anhually — that's a 
lot of money; even for us; that would bo between 3^ an|L 7% of 



our annual budgq^t for next year. But " it entails a 



major 



investment of money, .prol5ably a billion dollars at the minimvmi, 

' ■ ^ - • ' [ 

and it entails considerable risk 'in terms of technology and 

F ■ - 

market acceptance. 4r I 

J • 

Implementation of such a system would be years qff/ 
increasing those risks accordingly. ^ | 

The biggest risk# of course,, is that eventual development 
of a comprohonsive E^^TS scheme would divejrt most of the traffic 
the syGtem was designed to handle. 



Wg arc continuing to explore the technology and tho *^ 
nprkct that might make a macro system economically att^ractivc* 
Perhaps the techi^^gy will evolve to bpr advantage. Perhaps . 
wc'^vill discover that sophisticated electronic funds t'irans'fcr 
systems will not evolve, dramatically . Perhaps our next round^ 
of ntudics will indicate the desirability of forging elhead on 
a macro system, a micro system,, or both. 
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Personally I remain a IrtjuUt skeptical .a»s long ag 
accept the given of hard copy^ output delivered by lettpr 
carriers.^ HJorc than^a third of present postal spejidinj i\s 
devoted to Uio delivery function. Delivery cost's will 
to grow as "^households and busin(^sses multijp^y. 
delivery routes are motorized to^lay, up £»Qm '30% a decddo ago, 
and we see' little opportunity ^to achieve further prodvic tivity' 

improv<^ment in the delivery function* , . - 

\ * ' ^ .1 • 

.* - '- 

Eleetr»nic mail probably will reiitain economically 
/ ' 

unattractive unless it ^rovidey' electronic output, thus 
obviating ^e massive cost o£ routine daily delivciry sctvice 
and eliminating the opportunities for doiay, loss or erjcor 
inherent in hvunan intervention between the .destination terminal 
and the recipient. In effect, USPS stands to benefit mtoct 



through electronic dolivery of mail as opposed to just 

(J - , ^ 

electronic sorting or transportation. .y^* ^ 

Any system util^zi^ng electronic outpdt, when ^coupled with 
electronic input, and intermediate switching, would have the 
effecb^of malcin^ USPS a comihon carrier. This in tui^ raises' 
a multitude of questidiis concerning charter, regulation and*^ 
national telcconimunications policy. ^ , . 

If for no reason cither tlian cost civoi^^ance, USPS has a* 
vested, ifttorest in pursuing x\n electronic mail systetn *that 
would reach' into millions of households ^epid businesses. Such 
a system' could -be viowe^J as a b^sis for EFT applications and 

complonfentary to voice, .cable TV and other coinmunications 

- " * ' • * * . b . 

systi^ems. Along with? the ptesdnt voi?!e and catole utilities, 
such a system might repir anient -the essence .of the once--p*ojitllax^ 
"wiirod-nation" concept. ... ^ \^ ,v 

USPS lacks i:he technical and' financial* rfisotirces to develop 
and injploment .such a comprehensive system. on its ovm, even if^ 
the critical pglicy issues could be resolved. Thove ihstitutio^ 
possessing the resources to contribute to sjach a system appear 

to fack tho requisite charter €o enter the field- or expalfid > 

^ " ^ . , ^ ' 

upon" their present OEJerations, Tliere may be 'sufficient economic 



justification for a comp^s/chonsive -olcctrDnic mail, system and 

rapst of the technology s^^ems available. Such a system 

probably can contribute tp Cho public welfare, but no bnd . 

can, put i't^ together alonov , \ - 

* , if-' 

- . The most likely solution — ^ if tliere is onQ --r might bo. ' 

a joint venture cfe^^tered upon USPS which offers a potential 
* ■ 

charter and stands to benefit by reduced costs — and 
involving m^iriy.other parties 'in providirig a switched network, 
value-added services, housGjiold* terminals'and other .elements 
,,fl^fJaft^ advanced system. Thus '•an appropriate rolfe<^o^^^e , , 
PostalC^erviee would tjg sponsoring rosoarch and oncouragiAg 
the development of proposals for jioint ventures along these 
lines. ' ' ^ * 

. ■ , ■ r - f 

This ift^lies what many would see as a collusion of giant 
monopolies or a conspiracy of-big business, but there appears 
to bo no other solution nationwide electronic mail , " 

sorvice is tO|become a ..areiality in this c(?ntufy. 
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